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Corporate Profile 

The Quaker Oats Company is an inter¬ 
national manufacturer of foods, pet 
foods, toys, specialty chemicals, yarn 
and art needlecraft kits, and also owns 
and operates specialty restaurants. 


The Cover 

Life cereal, now in its 20th year, con¬ 
tinues to set new records in consumer 
popularity, sales and profitability. 

Although Life accounts for only about 
two percent of Quaker's total sales, in 
many ways it typifies the products and 
businesses that Quaker emphasizes: 

Quality and Value. Life is a high 
protein oat-based cereal that is an 
excellent consumer value in nutrition 
and taste appeal. 

Leadership. Life is one of the ten 
fastest-growing cereals in the U.S. and 
leads its segment of the cereal market. 

Effective Communications. Life's 
"Mikey likes it" commercial has been 
amusing consumers and promoting 
Life since 1971. Advertising which is 
tasteful, as well as effective in product 
promotion, is a Quaker marketing policy. 

Strong Brand Positions. Life has 
grown in popularity over many years, 
exemplifying Quaker's product develop¬ 
ment efforts, which concentrate on 
products expected to have long and 
profitable life cycles. Most Quaker brand 
names support a long line of quality 
products, and are familiar in many 
countries of the world. 






Financial Highlights 
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Year Ended June 30 

1978 

Millions ot uolla 

1977 

irs Except Share Data 

Percent Increase 
_(Decrease) 

Net sales 

$1,685.6 

$1,551.3 

8.7 

Operating income 

158.9 

156.2 

1.7 

Interest expense-net 

13.8 

12.9 

7.0 

Income before income taxes 

136.6 

135.2 

1.0 

Net income 

73.6 

67.6 

8.9 

Preferred and preference dividends 

4.8 

5.2 

(7.7) 

Net income available for common 

68.8 

62.4 

10.3 

Per Share 

Net income per common share 

$3.34 

$3.01 

11.0 

Preference dividends declared 

9.56 

9.56 

_ 

Common dividends declared 

1.04 

.92 

13.0 

Common Stock 

Average shares outstanding 

20,623,401 

20,762,440 

(.7) 
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Consolidated Sales 

sales in millions of dollars* 
percents of Consolidated Sales 


$1324.7< 


$88.7 

6.7% 

I $97.2 
7.3% 

$179.2 

13.5% 


$293.5 

22 . 2 % 


$666.1 

50.3% 


1975 


$1430.2 H 


$104.8 

7.3% 

I $104.3 

7.3% 

$204.7 

14.3% 


j $336.0 
23.5% 


$680.4 

47.6% 


1976 


$1551.3 


$128.7 

8.3% 


| $108.6 
7.0% 


$243.8 

15.7% 


$356.3 

23.0% 


$713.9 

46.0% 


1977 


$1685.6 


$152.7 

9.0% 


$112.5 

6.7% 

$276.5 

16.4% 


$397.1 

23.6% 


$746.8 

44.3% 


1978 


Institutional Foods 
and Restaurants 


Chemicals 
Toys and Crafts 

International Grocery Products 
U.S. Grocery Products 


*The following sales for the Marx opera¬ 
tions sold are not included in the totals: 
1974 1975 1976 

$77.6 $64.3 $42.8 
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To Our Shareholders 
and Employees: 

We are pleased to present Life, in its 
twentieth year, as the cover theme of 
our Annual Report. Its growth as a 
major brand symbolizes Quaker's prog¬ 
ress in many areas this year. 

Fiscal 1978 was a record year, during 
which we accomplished much of what 
we set out to do. Investments in growth 
projects in the first half were substantial; 
earnings trends in the second half were 
very encouraging. It was a year of major 
new product investment in our U.S. 
grocery business; aggressive expan¬ 
sion in international grocery products, 
toys and restaurants; and consolida¬ 
tion and return to modest profitability 
in our Chemicals Division. 

As expected, very heavy advertising 
and merchandising spending in our 
U.S. grocery business early in the fiscal 
year was followed by higher earnings 
later in the year. Earnings per share of 
$3.34, an increase of 11 percent over 
the prior fiscal year, were the highest in 
the Company's history. Consolidated 
sales, shown on the facing page, 
increased 9 percent to a record level. 

While operating income was up only 
slightly for the year as a whole — 
considerably less than the increases 
we expect annually in future years — 
second half operating income was 30 
percent ahead of the last six months of 
the prior year. Thus, we closed the year 
with positive earnings trends. 

Contributing substantially to the net 
earnings improvement for the year as a 
whole were the return to profitability in 
the Chemicals Division, improved earn¬ 
ings in our international grocery busi¬ 
ness and a lower effective tax rate on 
non-U.S. operations, which helped re¬ 
duce the corporation's effective tax rate 
from 50 to 46 percent. 


Several major points deserve empha¬ 
sis for their significance in the fiscal 
1978 performance, and for the future: 

Growth. Quaker's balance of busi¬ 
nesses makes it possible to pursue a 
number of growth opportunities while 
realizing a steady income stream from 
the more mature areas. In growth op¬ 
portunity markets the competition is 
intense, and Quaker is doing well. 

These markets include dry dog foods, 
frozen pizza, ready-to-eat cereals, toys 
and crafts, specialty restaurants and 
European pet foods. Earnings per share 
growth of 11 percent was achieved 
while spending heavily around the 
world to expand our business base. 

Basic Foods. Staple products such 
as oatmeal and cornmeal, which have 
been part of the world's food for genera¬ 
tions, are dependable generators of 
sales and profits for Quaker. Although 
volumes were generally soft in these 
staple foods in the U.S. in fiscal 1978, 
the recent sharp increases in meat 
prices may encourage a back-to-basics 
approach by thrifty consumers as their 
budgets come under pressure. 

Chemicals. In fiscal 1978, the man¬ 
agement objective was to put a floor 
under our chemicals business. This 
objective was achieved. The division 
was modestly profitable— moving from 
an $8.1 million operating loss in fiscal 

1977 to a $2.4 million operating profit. 
Although a satisfactory return on invest¬ 
ment is still in the future, the manage¬ 
ment of the chemicals business in fiscal 

1978 was a good example of both 
effective cost control and sharper focus 
on key objectives. 

International Progress. Despite politi¬ 
cal and economic problems outside the 
United States, it is encouraging to 
review Quaker's continuing interna¬ 
tional progress. Since 1974, international 
sales have grown at a compound rate of 
12 percent a year, and operating income 
has grown at a compound rate of 10 
percent a year. Some 31 percent of our 
consolidated sales come from outside 
the United States, primarily consisting 
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of grocery products and chemicals, with 
a growing volume of toys. We are opti¬ 
mistic about the continuation of these 
international growth rates. 

Financial. In recent years manage¬ 
ment emphasis on the most efficient 
use of capital has produced effective 
results. Return on common share¬ 
holders' equity increased from 12 per¬ 
cent in fiscal 1974 to 15 percent in fiscal 
1978. The fiscal 1978 returns were 
achieved despite low earnings from our 
capital-intensive chemicals business. 

Fixed capital spending for the year 
was $89.5 million, 24 percent higher 
than any prior year in our history. 
Because future growth requires in vest¬ 
ment, weare planning to further increase 
capital spending in the current year. 

In September, 1977, the Board of 
Directors increased the common stock 
dividend 13 percent, from 23 cents to 
26 cents per share—the eleventh con¬ 
secutive fiscal year in which the divi¬ 
dend has been increased. 

Objectives. After a thorough appraisal 
of current businesses, we have 
strengthened our commitment to con¬ 
sistent growth in annual earnings and 
return on investment. The objective of 
increasing earnings per share at an 
annual rate of ten percent was con¬ 
firmed as a minimum which we expect 
to exceed. Barring a severe recession, 
there is a high level of confidence in the 
Company's ability to meet ambitious 
objectives. 


Acquisitions. With this confidence 
in our operating strategy for current 
businesses, we are planning to increase 
the size and scope of the Company 
through selective acquisitions which 
will enhance growth, strengthen exist¬ 
ing businesses and provide balanced 
diversification, principally in consumer 
products and services. The primary ob¬ 
jective of this more aggressive acquisi¬ 
tion strategy, on which much of the 
conceptual and developmental work 
has been done during fiscal 1978, is to 
further enhance our capacity to provide 
consistent long-term increases in share¬ 
holders' equity, earnings and dividends. 

Dismissal from FTC Case. One of 
the highlights of fiscal 1978 was 
Quaker's complete dismissal from the 
Federal Trade Commission's action 
alleging lack of competition in ready- 
to-eat cereals. As the judge recognized, 
Quaker has been very competitive in a 
very competitive business. We are now 
free of the heavy costs, in dollars and 
management time, of defending against 
the FTC's unreasonable charges even 
though the case continues against our 
three larger competitors. Our efforts 
can now be concentrated on increasing 
market share, rather than on diversion¬ 
ary legal activity. 

Inflation. Inflation is widely recog¬ 
nized as the most serious threat to 
economic, social and political stability. 
Clearly, increasing government expend¬ 
itures and budget deficits are the most 
basic cause of the problem. The latest 
estimate of total federal spending in the 
U.S. is that it went up about 13 percent 
in fiscal 1978, and the federal budget 
deficit was approximately $51 billion. 
State and local government expend¬ 
itures are also climbing rapidly, with 
taxpayer reaction beginning to become 
apparent. While the government clearly 
must improve its performance, all 
segments of society must resist infla¬ 
tionary pressures. 
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We are pleased to report that, in the 
1978 fiscal year, prices in our U.S. gro¬ 
cery business increased only 3.3 per¬ 
cent, considerably less than half the 
general inflation and food price inflation 
rates. In the prior fiscal year, the pattern 
was similar when U.S. Grocery prices 
went up only 2.1 percent. Cost increases 
have exceeded price increases in both 
years. Competitive free market pricing 
and improvements in our productivity 
have been significant factors in the low 
level of price increases. 

Public Responsibility. We first 
reported the Company's Principles and 
Objectives to shareholders in 1970, 
formally committing management and 
all our people to a very high standard of 
values in everything we do. These 
standards apply particularly to our basic 
purpose: providing high-quality prod¬ 
ucts and services. They also apply to 
our larger role in society. Accordingly, 
during the year the Company, many 
employees, and many shareholders 
were active in expressing constructive 
opinions about public policy. Possibly 
reflecting both growing citizen involve¬ 
ment and an increasing skepticism 
about the size and effectiveness of 
government, there was an encouraging 
trend in public opinion in many coun¬ 
tries away from reliance on govern¬ 
ment and toward reliance on the private 
sector—a responsibility that enlight¬ 
ened business must take seriously. 

Management. Paul E. Price, who has 
served as Group Vice President—Inter¬ 
national Grocery Products, President of 
the Foods Division and President of the 
Chemicals Division, was elected Execu¬ 
tive Vice President—Toys, Crafts and 
Chemicals. 

At the close of the year, John D'Arcy, 
Jr., Vice Chairman and a member of the 
Board of Directors, retired after 39 years 
of service to accept an assignment in 
public service. We are grateful for Mr. 
D'Arcy's many contributions over the 
years. 


Constituencies.The Quaker Oats 
Company has a long history of excellent 
relationships with many constituencies 
— shareholders, employees, consumers, 
plant communities, suppliers —which 
have resulted from managerial philoso¬ 
phies that have spanned generations. 
For example, as a result both of indi¬ 
vidual stock purchases and a unique 
stock award program for employees 
with five years or more service, 63 
percent of our U.S. employees in the 
manufacturing businesses and at the 
corporate level are Quaker share¬ 
holders. The exceptional relationships 
which Quaker enjoys with so many 
constituencies are a special asset of this 
Company as we look to the future. 

We approach fiscal 1979 confidently. 
Life cereal, our cover theme this year, is 
only one of numerous Quaker products 
for which we have high expectations. 
With the strength of these products and 
the brand names under which they are 
marketed, and with the continued hard 
work of all of our people, we expect to 
report significantly improved results in 
the 1979 fiscal year. 


Robert D. Stuart, Jr. 

Chairman and Chief Executive Officer 

Kenneth Mason 

President and Chief Operating Officer 
September 1,1978 
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Celeste Sicilian Style 
Pizza, a new thick 
crust premium line 
extension, has con¬ 
tributed to market 
share gains and profit 
improvement for 
Celeste. Pizza is one 
of the fastest- 
growing categories 
in grocery stores. 


U.S. Grocery Products 

In fiscal 1978, U.S. Grocery Products — 
comprised of the Foods Division, the 
Pet Foods Division, and a newly organ¬ 
ized Frozen Foods Division —was re¬ 
sponsible for 44 percent of Quaker's 
consolidated sales and 54 percent of 
the Company's operating income. 

Dollar sales in this business segment 
were up 5 percent for the twelve 
months. Operating income was off 
8 percent, largely because of a 22 per¬ 
cent increase in advertising and mer¬ 
chandising expenditures and some 
softness in basic food products. The 
income reduction stemmed from the 
decision to underwrite pet food growth; 
Foods Division operating income was 
up. Also, with most of the new product 
underwriting occurring in the first half, 
operating income for U.S. Grocery was 
up almost 24 percent in the second half. 

Volume in U.S. Grocery was about 
the same as last year, reflecting pound 
increases in Pet Foods and Frozen 
Foods and a moderate decline in the 
Foods Division. Price increases of 3.3 
percent were less than half the general 
inflation and the food inflation rates. 

In general, the grocery industry in the 
United States experienced some soft¬ 
ening in sales in the year that ended 
June 30. This was the Quaker experi¬ 
ence also. Nevertheless, several prod¬ 
uct areas did very well. The overall 
industry trends in recent months appear 
to be turning more positive. 

By far the largest of Quaker's five 
business segments, U.S. Grocery mar¬ 
kets many of the Company's best- 
known products. In addition to its broad 
line of established products, U.S. 
Grocery is aggressively competing in 
three major categories which we believe 
have long-term growth potential: dry 
dog food, frozen pizza and ready-to-eat 
cereals. During the year, we increased 
market share in each of the categories. 
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Foods Division 

Several product lines of the Foods 
Division —hot cereals, pancake and bak¬ 
ing mixes, and corn products—are low 
cost, high-value foods that historically 
have enjoyed stronger volumes during 
years when consumers were more 
budget-conscious than they were in 
fiscal 1978. 


Foods Division 

(sales in millions of dollars) 

78 ^^—^^— 

77 — 

76 —— 

75 — 


$434.0 

■I^B $429.6 
$404.7 
■Hi $394.2 
$317.3 


Hot Cereals. Total oatmeal volume 
declined moderately from last year, 
although there continued to be more 
volume sales of Quaker oatmeal than 
of any other cereal. Sales of Instant 
Quaker Oatmeal continued very strong, 
and market share increased. There are 
six flavor varieties of Instant Oatmeal, 
including the popular new Bran and 
Raisin flavor, now available nationally. 

Hot Cereals 

(sales in millions of dollars) 


78H^^H— 

77^^— 

76 —^ 1 — 

75^— 

74BBB^^BBB$69.4 


■■$106.8 

■■$104.0 

■$99.2 

$94.9 


Ready-to-Eat Cereals. Sales of 
Quaker ready-to-eat cereals in total 
were about even with last year in dol¬ 
lars, and volume was off slightly, reflect¬ 
ing general conditions in the industry. 

Life cereal ran strongly counter to the 
industry trends. It exceeded fiscal 
1977's record volume by 11 percent, 
and increased market share. A flavor 
extension. Cinnamon Life, was ex¬ 
panded to national distribution after 
the close of the fiscal year. 

Following several years of significant 
sales growth, Cap'n Crunch volumes 
were off slightly from the record level of 
a year ago, with a slight market share 
decline. Quaker 100% Natural Cereal 
declined in sales during the year, as 
did the natural cereal category gener¬ 
ally. Toward fiscal year-end, however, 
sales appeared to have stabilized. 

Ready-to-Eat Cereals 

(sales in millions of dollars) 

771^BHIHHHHB$135 8 


76 

75 

74 


^■$122.9 

■$116.1 

!$ 102.6 


8 









































Mixes, Syrup and Corn Products. 

Aunt Jemima and Quaker pancake, 
baking and cornmeal mixes continued a 
very gradual downtrend, roughly in line 
with the total markets. Aunt Jemima 
Buttermilk Complete Pancake Mix was 
introduced successfully during the year. 
Aunt Jemima Syrup made further 
improvements in volume and market 
share. Quaker Cookie Mixes, available 
nationally in four flavors, compete in a 
new market for prepared cookie mixes 
that grew to about $70 million during 
the year. 

Mixes, Syrup and Corn Products 

(sales in millions of dollars) 


47.3 


76 


$136.2 


00.5 


Other Foods. The "other foods" 
category includes Wolf Brand, the very 
popular line of canned chili products 
sold primarily in the southwestern 
United States, and miscellaneous cereal 
and other grain by-products. Chili is 
growing in popularity. Last year, the 
total canned chili market increased in 
volume 10 percent and Wolf Brand 
volume was up 11 percent. 


Other Foods 

(sales in millions of dollars) 


$43.9 
■ $45.7 
■*$46.4 
IB $48.9 
$44.8 


Frozen Foods Division 

In a reorganization effected July 1, 
1978, which responds to our growth in 
frozen foods, a new Frozen Foods Divi¬ 
sion was established as a self-contained 
unit, handling its own manufacturing, 
marketing, sales and distribution. Fro¬ 
zen foods volumes for the year were up. 
Increases were recorded in Celeste and 
Aunt Jemima, our two product lines, 
and there was substantial improvement 
in profitability. 

Frozen Foods Division 

(sales in millions of dollars) 


78 

771 

76 

751 

741 


^^■■■■$ 75.4 

■BH$64.9 

$60.9 

■l$54.5 

$49.7 


Celeste. Quaker's Celeste brand of 
frozen pizza experienced more than 10 
percent growth in both dollar sales and 
product volume, despite a highly com¬ 
petitive marketing environment involv¬ 
ing other nationally distributed prod¬ 
ucts. Three varieties of thick-crust 
Celeste Sicilian Pizza were introduced 
nationally and added important incre¬ 
mental sales. 

Aunt Jemima. Sales and product 
volumes of Aunt Jemima frozen break¬ 
fast products also increased in fiscal 
1978, led by good gains in Aunt Jemima 
Frozen Waffles— now marketed nation¬ 
ally in a jumbo size and improved- 
flavor recipe. Sales of Aunt Jemima 
Frozen French Toast also improved 
during the year. 
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Pet Foods Division 

Substantially aided by the expansion 
of our major new product in dry dog 
foods, Ken-L Ration Tender Chunks, 
sales of the Pet Foods Division increased 
in fiscal 1978. Quaker's share of total pet 
food industry sales was up markedly, 
while a number of key competitors lost 
market share. As planned, divisional 
operating income was off considerably 
from last year, primarily because of 
advertising and merchandising 
expenses associated with the market 
expansion of Ken-L Ration Tender 
Chunks. 

Pet Foods Division 

(sales in millions of dollars) 


78 

77 

76 

75 

74 


$237.4 
■I $219.4 

■ $214.8 

■ $217.4 
$ 202.1 


Dog Foods. Early in the fiscal year, 
distribution of Tender Chunks went 
from 30 percent to 50 percent of the 
country. By year-end, a further expan¬ 
sion was completed, and Tender Chunks 
is now on the market nationally. Market 
share is meeting the goals established 
following the test market, despite the 
increased competition of several very 
heavily promoted new dry dog food 
brands. 

Dog Foods 

(sales in millions of dollars) 

$201 

$1 


75HH^HHHai$177.5 


74 


$163.5 


Industry data show that growth in 
dog food sales is in the dry category 
only; industrywide, sales of canned and 
semi-moist varieties are down from a 
year ago. The same is true of Quaker 
products; in fiscal 1978, sales of Ken-L 
Ration canned dog food and Ken-L 
Ration Burger products were off. How¬ 
ever, a wholly new marketing thrust 
was developed for Ken-L Ration Special 
Cuts, our unique semi-moist product, 
and fine increases in sales were regis¬ 
tered in the 40 percent of the country 
where the new marketing program was 
implemented. 

Cat Foods. Previously reported de¬ 
clining sales trends for Puss 'n Boots 
cat food were stabilized during fiscal 
1978. Our canned maintenance product 
line had modest increases in sales and 
volume, and Puss 'n Boots Moist Meals 
sales held firm. 


Cat Foods 

(sales in millions of dollars) 


78H1 

77 

76HHH 

75 

74H1H 


$36.4 

$36.4 

■ $38.9 
■I $39.9 

■ $38.6 
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The introduction of 
Ken-L-Ration Tender 
Chunks significantly 
expanded Quaker's 
share of total pet 
food sales. Tender 
Chunks was one of the 
grocery industry's most 
successful new 
products in fiscal 1978 












International Grocery Products 

Quaker's International Grocery Prod¬ 
ucts business markets foods and pet 
foods principally in Canada, Europe, 
Latin America and the Pacific. In fiscal 
1978, this growing business segment 
accounted for 24 percent of Quaker's 
total sales and 17 percent of consoli¬ 
dated operating income. Sales in U.S. 
dollars improved 12 percent to 
$397.1 million. Operating income was 
up 14 percent to $27 million. 

International Grocery Products has 
been built through the development of 
internally generated businesses, en¬ 
hanced by selective acquisitions that 
add breadth and scale to investments in 
individual countries. An example of this 
in fiscal 1978 was the purchase of a 
27 percent interest in Chiari and Forti, 
an important processor and marketer of 
edible oils and other grocery products 
in Italy and our joint-venture partner in 
marketing pet foods in that country 
since 1973. 

Canada. The Quaker Oats Company 
of Canada Limited increased both 
physical volumes and sales in Canadian 
dollars. Earnings were off, however, 
because of a combination of Canadian 
price controls and the weakness of the 
Canadian currency. Two new food 
products were introduced successfully 
during the year—Aunt Jemima Butter 
Flavored Syrup and Quaker Harvest 
Crunch Bars. Life cereal, after being 
successfully test-marketed, is now 
being expanded across Canada. 

Canada 

(sales in millions of dollars) 


781 

771 


$80.5 


$83.7 


761 

751 

741 


$79.4 


$68.9 


$59.8 
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This international food 
and beverage assort* 
ment represents 
Quaker's major product 
lines in Latin America, 
several of which are 
growing very rapidly: 
chocolate, oats, fish 
and cornmeal products. 
Pictured here are 
Cuscuz Paulista, a popu¬ 
lar Brazilian dish made 
with Milharina cornmeal 
and Coqueiro sardines; 
FrescAvena, an oat- 
based beverage made in 
Colombia; and Mexican 
hot chocolate made 
with La Azteca bar 



iLATE PARA, 


chocolate —all Quaker 
products. 









Europe. Pet foods are the largest 
part of Quaker's businesses in Europe, 
principally in the United Kingdom, the 
Scandinavian and Benelux nations, 
France and Italy. Cereals and other food 
products are also marketed by these 
subsidiaries. A joint venture was formed 
during the year with Schwartauer- 
Werke, a well-established grocery prod¬ 
ucts manufacturer in West Germany. 
This new venture, Quaker-Schwartauer, 
has begun test-marketing pet foods for 
the rapidly growing German market. 

European sales were up over last 
year as a result of volume increases, 
selective price increases and net favor¬ 
able exchange rates. Both food and 
petfood volumes in the United Kingdom 
were off, reflecting soft economic con¬ 
ditions and intense retail price competi¬ 
tion in that country. In France, the Bene¬ 
lux countries and Italy, volumes were 
very good. 

Europe 

(sales in millions of dollars) 

$1 

$152.2 


year. As the new cacao harvest became 
available sales rebounded strongly, and 
there were fine results for the remain¬ 
ing two-thirds of the year. In Brazil, 
excellent sales of Coqueiro canned sar¬ 
dines resulted from a good fish supply 
and the development of a number of 
production efficiencies. In other Latin 
American countries, sales of corn goods 
and other foods were strong. Volume 
was lower than anticipated in Argentina 
due to the continuing recession. In 
Australia, pet food volumes were off, 
partially due to local economic condi¬ 
tions, causing an earnings decline in 
our Australian business compared with 
last year. 

Latin America and Pacific 

(sales in millions of dollars) 

36.7 

15.2 


$124.3 

74HHI^Hi^HHi$98.5 


Latin America and the Pacific. 

Quaker businesses in these regions are 
quite diverse, including fish products in 
Brazil, chocolate products in Mexico, 
and pet foods in Australia. In these and 
other countries there are also basic 
cereals, mixes and grain-based bever¬ 
age businesses. 

The previously reported shortage of 
cacao beans seriously curtailed sales of 
La Azteca, Quaker's Mexican subsidiary, 
in the first four months of the fiscal 
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Toys and Crafts 

The Toys and Crafts segment of 
Quaker's business consists of the 
Fisher-Price Toys and the Needlecraft 
Divisions. Combined sales for both 
were up significantly in fiscal 1978- 
better than 13 percent. Operating income 
was off 8 percent, however, reflecting 
heavy investments in new products, the 
effect of valuing U.S. inventories using 
the LIFO method of accounting at 
Fisher-Price, costs associated with 
rapid international growth in toys, and 
some selective sales softness at 
Needlecraft. 


Fisher-Price Toys Division 

U.S. and international sales of Fisher- 
Price Toys in fiscal 1978 were $230.3 
million, up 18 percent from last year. In 
the U.S., Fisher-Price sales were up 
11 percent compared with an industry 
average of about 6 percent. Outside the 
U.S. —where Europe, Canada and 
Mexico are the principal markets- sales 
were up 23 percent. 

Fisher-Price sales have grown from 
$42 million in fiscal 1970, the year the 
division was acquired by Quaker, to 
$230.3 million in fiscal 1978-a com¬ 
pound annual growth rate of 23 percent. 

Fisher-Price 

(sales in millions of dollars) 



—$ 230.3 

■■■$196.0 

■■$168.1 

$146.9 

M$166.0 


The division's rapid market expan¬ 
sion in Europe is of increasing impor¬ 
tance to future growth, even though the 
current period of heavy investment in 
both marketing and manufacturing is 
holding down near-term profits. Fisher- 
Price profitability was also affected by 
a higher level of operating costs 
throughout the business in fiscal 1978. 

Key to the development of our toy 
business in Europe is creation of effec¬ 
tive marketing organizations and local 
manufacturing facilities, to reduce the 
adverse impact of freight and duty. The 
division has had a plant operating at 
Kaulille, Belgium since 1973. During the 
spring, another plant began limited 
production in Peterlee, England to help 
meet this fall's European demand. 

The division introduced a record 
number of new products at the Toy Fair 
in New York City in February, including 
additions to its infant and preschool toy 
line, in which it is the market leader. 

Also expanded were its newer lines of 
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One of the most inno¬ 
vative toys to be intro¬ 
duced in recent years is 
Fisher-Price's Talk-to- 
Me Player and Books, a 
complete audio-visual 
system that uses a 
hand-held phonograph 
to make books "come 
alive." It represents a 
new technology for 
Fisher-Price. 


products —Adventure People action 
toys for boys and girls in the early 
school grades, audiovisual toys, dolls, 
soft toys and play trucks. 

The new product described by ob¬ 
servers as "the hit of the Toy Fair" was 
Fisher-Price's new Talk-to-Me Player 
and Books-an audiovisual toy in which 
a small and unique battery-operated 
record player is placed on each page of 
a series of attractive children's books. 
The printed story is "brought to life" 
through narration, music and sound 
effects. The trade reception to this 
Fisher-Price innovation was so good 
that the full calendar 1978 production 
capability was sold out by June. 

Orders for other new products, as 
well as existing Fisher-Price toys, were 
strong through the important spring 
early-order period, and the division is 
expecting a good Christmas season. 


Needlecraft Division 

Sales in this division were off 3 per¬ 
cent in the fiscal year, following record 
sales a year ago. The shortfall occurred 
in Needlecraft's manufactured prod¬ 
ucts—essentially the yarn products sold 
to variety and discount stores. Latch- 
hook rug sales showed good growth. 
Toward the end of the year, Needlecraft 
introduced new Soft Touch and Finesse 
fashion yarns with good trade 
acceptance. 

Herrschners, a leading factor in the 
mail order craft market, had good sales 
and operating results. 

Needlecraft 

(sales in millions of dollars) 

781 ^^— ^^^■^^—^—$ 46.2 

7 7—— > 47.8 
76iM^——— $36.6 
75HHHMHi$32.3 


S26.5 
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Chemicals Division 

A year ago, we reported that the 
Chemicals Division had encountered 
serious volume problems in the U.S. 
and European markets where its 
furfural and furfuryl alcohol products 
are sold, strong upward pressure on 
operating costs and major difficulties in 
bringing on-stream a large new pro¬ 
duction facility in Bayport, Texas. 

Significant changes were made in the 
operations and marketing areas of the 
division, with the objective of eliminat¬ 
ing losses until more favorable trends 
could be realized. The objective was 
achieved and continues to guide the 
division's management. As a result of 
widespread improvements in efficiency 
and substantial cost reductions, which 
will have a continuing favorable impact, 
as well as modest gains in physical 
volume, operating income for the year 
was $2.4 million compared with last 
years's operating loss of $8.1 million — 
an improvement of $10.5 million. Sales 
increased 4 percent, reflecting a 
stronger U.S. market for furfuryl alcohol 
and improved export volume. 


Chemicals 

(sales in millions of dollars) 

77 ■■■■■■■■■$ 108.6 
76HHHMHBM1S104.3 
75HBHHHHIHH$97.2 
74HHHHHIHHHS70.7 


Worthwhile progress has been made 
in addressing the division's problems. 
Although much remains to be done to 
achieve a satisfactory rate of return on 
this business, the fiscal 1978 perfor¬ 
mance is encouraging. 

During the year, an aggressive service 
program was begun to help foundries 
convert to using chemical sand 
binders made with furfuryl alcohol, 
resulting in 71 foundry conversions. 
This impacted positively on sales, but 
the competitive situation remains 
intense. Additional marketing, research 
and development activity is being 
implemented in an effort to develop 
further sales. In Europe, an important 
market for Quaker's furfuryl alcohol, 
sales were soft throughout the year, 
reflecting reduced foundry activity in 
such major markets as Germany, France 
and the United Kingdom, as well as the 
impact of competitive binder systems. 

Because of reduced European de¬ 
mand, furfuryl alcohol manufacturing 
at Antwerp, Belgium was suspended. 
European customers will be served 
from nearby Geel, Belgium, where we 
operate a larger and more modern facil¬ 
ity, until demand justifies reinstituting 
production at Antwerp. 

Sales by Kao-Quaker, our joint ven¬ 
ture with the Kao Soap Company in 
Japan, are developing at an encourag¬ 
ing pace. Although the business is still 
modest, we are optimistic about further 
growth in this high-potential market 
where our chemical products are well 
suited to Japanese foundry needs. 
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The corrective program to make the 
Bayport production facility fully opera¬ 
tional proceeded on schedule through¬ 
out fiscal 1978. The plant should re¬ 
sume production in the first half of 
fiscal 1979. As with any chemical plant 
employing new technology, full capa¬ 
city production is achieved only after an 
extended period of time. It should be 
noted that costs associated with the 
lengthy start-up procedure will restrict 
division earnings for the year, and since 
sales are not expected to rebound 
sharply, operating income in Chemicals 
is expected to be modest again in fiscal 
1979. As previously reported, continu¬ 
ing favorable volume trends will be 
required to fully utilize the total division 
production capacity as Bayport be¬ 
comes operational. 


Institutional Foods 
and Restaurants 

The Burry Division and the Restau¬ 
rants Division make up the Institutional 
Foods and Restaurants segment of 
Quaker's business. Although both divi¬ 
sions produced good sales increases 
during the year, each encountered sub¬ 
stantial cost pressures that impaired 
earnings, with the bulk of the decline 
occurring at Burry. Total sales were up 
19 percent to $152.7 million. Total 
operating income, however, was off 10 
percent to $10.3 million. 

Burry Division 

Burry, one of the principal suppliers 
of Girl Scout cookies in the United 
States, markets institutional and food 
service products nationally, supplies 
specialty biscuit products to the ice 
cream trade and sells cookies and 
crackers to the retail trade regionally. 
Sales for the division were up 11 per¬ 
cent. Although operating income was 
down from last year, the division con¬ 
tinues to earn an attractive return on 
investment. 


Burry 

(sales in millions of dollars) 










74HBH1 

■HBM$49.4 
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Magic Pan continued 
its expansion with the 
opening of 20 new 
restaurants. Quaker 
owned and operated 
80 quality, specialty 
restaurants as of June 
30, a restaurant growth 
rate of 31 percent 
during fiscal 1978. 


Restaurants Division 

Magic Pan Creperies are the focus of 
Quaker's growth in the food-away- 
from-home field. At June 30, there were 
72 Magic Pans in the U.S. and four in 
Canada —each offering crepes and 
palacsintas in a charming continental 
atmosphere. Two other Company- 
owned restaurant concepts are under 
development: The Proud Popover (one 
in Boston and one in Palo Alto, Calif.) 
presents a Colonial American menu in 
a decor furnished with antiques of the 
Revolutionary period, while The Engine 
House Pizza Co. (two in Portland, 
Oregon) offers freshly baked pizza and 
other Italian foods in a family restau¬ 
rant with a firehouse decor. 

Restaurant sales increased 30 percent 
over the prior year. Including all three 
concepts, 80 units were in existence at 
the end of fiscal 1978 compared with 
61 on June 30,1977 —an expansion rate 
of 31%. The start-up costs related to the 
rapid expansion rate, lower-than- 
projected sales in some restaurants 
and the impact of higher wage and food 
costs combined to reduce operating 
earnings slightly from the year-ago 
level. 

Restaurants 

(sales in millions of dollars) 





74HHS112 


Magic Pan restaurants are now well 
established in major markets, with 
good opportunities to continue opening 
new restaurants in selective high- 
quality locations. The Proud Popover 
will experience continued modest 
expansion, while The Engine House 
Pizza Co. will be expanded more rapidly 
in fiscal 1979. 
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Ten Year Financial Summary 

The Quaker Oats Company and Subsidiaries 




Year Ended June 30 

1978 

1977 

1976 

Net Sales 

$1,685.6 

$1,551.3 

$1,473.0 

Cost of goods sold 

1,147.6 

1,071.9 

1,016.2 

Gross profit 

538.0 

479.4 

456.8 

i 

Selling, general and administrative 

expenses 

378.5 

330.8 

304.0 

Interest expense — net 

13.8 

12.9 

13.4 

Other expenses (income) 

9.1 

.5 

28.5 

Income before income taxes and 

extraordinary charge 

136.6 

135.2 

110.9 

Provision for income taxes 

63.0 

67.6 

57.8 

Income before extraordinary charge 

73.6 

67.6 

53.1 

Extraordinary charge 

— 

— 

— 

Net income 

73.6 

67.6 

53.1 

Preferred and preference dividends 

4.8 

5.2 

5.2 

Net income available for common 

$ 68.8 

$ 62.4 

$ 47.9 

Per common share: (A) 

Income before extraordinary charge 

$ 3.34 

$ 3.01 

$ 2.31 

Extraordinary charge 

— 

— 

— 

Net income 

$ 3.34 

$ 3.01 

$ 2.31 

Dividends declared 

$ 1.04 

$ .92 

$ .84 

Working capital 

223.1 

233.2 

215.5 

Net properties 

458.0 

406.7 

373.6 

Depreciation expense 

37.6 

33.5 

33.0 

Capital expenditures 

89.5 

72.0 

62.7 

Long-term debt 

159.4 

151.8 

148.7 

Shareholders' equity 

496.8 

471.4 

431.8 

Average number of common shares 
outstanding (000's) 

20,623 

20,762 

20,711 


(A) Adjusted for stock splits. 


22 


























Millions of Dollars Except Share Data 


1975 

1974 

1973 

1972 

1971 

1970 

1969 

$1,389.0 

$1,227.3 

$ 990.8 

$ 795.2 

$ 701.9 

$ 612.8 

$ 562.3 

1,029.4 

914.9 

692.7 

545.8 

482.3 

411.8 

382.1 

359.6 

312.4 

298.1 

249.4 

219.6 

201.0 

180.2 

256.8 

215.3 

201.5 

172.4 

153.1 

142.6 

130.3 

26.4 

21.1 

11.0 

6.6 

5.6 

2.0 

(.9) 

9.1 

(.5) 

.1 

(.2) 

.1 

(.2) 

.3 

67.3 

76.5 

85.5 

70.6 

60.8 

56.6 

50.5 

36.3 

36.6 

43.4 

35.0 

29.7 

27.9 

24.5 

31.0 

39.9 

42.1 

35.6 

31.1 

28.7 

26.0 

— 

- 

— 

— 

5.9 

— 

1.1 

31.0 

39.9 

42.1 

35.6 

25.2 

28.7 

24.9 

1.1 

.4 

.4 

.5 

.5 

.5 

.5 

$ 29.9 

$ 39.5 

$ 41.7 

$ 35.1 

$ 24.7 

$ 28.2 

$ 24.4 

$ 1.45 

$ 1.91 

$ 2.04 

$ 1.78 

$ 1.56 

$ 1.45 

$ 1.33 

— 

— 

— 

— 

.30 

— 

.06 

$ 1.45 

$ 1.91 

$ 2.04 

$ 1.78 

$ 1.26 

$ 1.45 

$ 1.27 

$ .80 

$ .76 

$ .72 

$ .68 

$ .67 

$ .63 

$ .58 

208.7 

184.5 

156.1 

131.0 

110.6 

91.5 

81.2 

358.2 

319.3 

272.1 

243.9 

200.4 

181.3 

142.6 

29.6 

24.8 

20.1 

15.1 

12.3 

9.0 

8.9 

71.9 

68.2 

52.6 

42.1 

39.8 

31.8 

28.0 

158.3 

171.4 

123.8 

131.5 

96.4 

68.8 

18.9 

400.7 

338.4 

312.8 

259.6 

232.0 

217.7 

197.2 

20,699 

20,675 

20,466 

19,760 

19,590 

19,400 

19,171 
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Financial Review 

Sales. Fiscal 1978 sales increased 
9 percent over fiscal 1977, to a record 
high $1.68 billion. All industry segments 
contributed to the improvement. Ap¬ 
proximately one-half of the increase is a 
result of unit volume gains and favor¬ 
able product mix. The remainder is due 
to the net effect of price increases and 
foreign exchange rates. 

Sales in fiscal 1977 were $1.55 billion, 
5 percent higher than fiscal 1976. Ex¬ 
cluding fiscal 1976 sales of the Marx 
operations that were sold in April, 1976, 
sales of existing businesses in fiscal 
1977 exceeded the prior year by $121.1 
million, or 9 percent, with all industry 
segments contributing to the improve¬ 
ment. Approximately two-thirds of that 
increase resulted from unit volume 
gains and favorable product mix. The 
overall unit volume increase was 
achieved despite a 7 percent volume 
decline in the Chemicals Division from 
fiscal 1976. 


Cost of Goods Sold. Fiscal 1978 cost 
of goods sold was $1.15 billion, 7 per¬ 
cent higher than fiscal 1977. Gross profit 
margins increased to 32 percent in fiscal 
1978 from 31 percent in fiscal 1977. 
Transportation, payroll costs and depre¬ 
ciation expenses all increased in fiscal 
1978. Maintenance and repair expenses 
in fiscal 1978 decreased by $3.3 million 
from the prior year, primarily due to 
lower expenses at the Bayport, Texas, 
chemicals plant. Non-U.S. inventories 
included in the computation of cost of 
goods sold are translated at historical 
exchange rates, and resulted in a credit 
of $3.6 million in fiscal 1978 compared 
to an additional cost of $7 million in 
fiscal 1977. 

At both June 30, 1978, and June 30, 
1977,21 percent of the inventory was 
priced at LIFO and the remainder at 
either average quarterly cost or FIFO. If 
the LIFO method of valuing certain in¬ 
ventories were not used, total inven¬ 
tories would have been $7 million and 
$4.5 million higher than reported at 
June 30,1978, and 1977, respectively. 

In fiscal 1977, cost of goods sold was 
6 percent higher than fiscal 1976, pri¬ 
marily because of increased sales 
volume, and approximately $7 million 
higher than expected production costs 
at the Bayport, Texas, chemicals plant 
due to serious operating problems. 

Selling, General & Administrative 
Expenses. Fiscal 1978 selling, general 
and administrative expenses were 
$378.5 million, an increase of 14 per¬ 
cent over fiscal 1977. Of this increase 
$29.1 million, or 61 percent, is due to 
higher advertising and merchandising 
expenses, principally in U.S. Grocery 
Products, for new product introduc¬ 
tions, expansion into new market areas 
and to support market shares of exist¬ 
ing product lines. Research and devel¬ 
opment expenses of $21.2 million in 
fiscal 1978 were 10 percent higher 
than a year ago. 
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Research and Development 

(millions of dollars) 

78———^—^—$ 21 .2 

77M^——— $ 19.3 
76———^——$ 19.0 

75————$ 16.9 

» 

Selling, general and administrative 
expenses in fiscal 1977 were 9 percent 
higher than fiscal 1976, primarily due to 
an increase in advertising and merchan¬ 
dising expense from the prior year. 
Fiscal 1977 research and development 
expenses increased $.3 million, or 2 
percent, over fiscal 1976. 


Advertising and Merchandising Expenses 

(millions of dollars) 










74H1 

■■1177.7 


Net Interest Expense. Fiscal 1978 
net interest expense increased 7 per¬ 
cent to $13.8 million from $12.9 million 
in fiscal 1977. Increased interest income 
of $1.1 million, primarily from short¬ 
term investments, was offset by higher 
interest expense of $2 million. Net inter¬ 
est expense in fiscal 1977 declined 4 per¬ 
cent from fiscal 1976, primarily as a 
result of increased interest income on 
short-term investments. 


Other Expenses. In fiscal 1978, other 
expenses were $9.1 million compared 
to $.5 million in fiscal 1977. The financial 
statement note on page 42 provides de¬ 
tails of the change between years. The 
miscellaneous category for fiscal 1978 
includes a charge of $.9 million relating 
to the temporary suspension of produc¬ 
tion at our chemical plant in Antwerp, 
Belgium, and in fiscal 1977, includes ex¬ 
penses of $2.7 million associated with 
termination of a chemical raw material 
collection program in the U.S. and the 
closing of a small chemical plant in the 
United Kingdom. In fiscal 1976, the 
major item in other expenses of $28.5 
million was the pre-tax write-off of $23.2 
million in connection with the April, 
1976, sale of the Marx Toys operations. 

Tax Rate. The effective tax rate in 
fiscal 1978 is 46 percent compared to 
50 percent in fiscal 1977. Reduction is 
primarily due to changes in govern¬ 
ment regulations in two countries out¬ 
side the U.S., which had a favorable 
effect on our tax situation, and the 
impact of non-taxable balance sheet 
translation gains compared to losses 
in 1977. 

Tax rate in fiscal 1977 declined to 50 
percent from 52 percent in fiscal 1976, 
primarily due to a change in the mix of 
domestic and international earnings. 

Net Income. Net Income increased 
9 percent to $73.6 million in fiscal 1978. 
Three factors contributing to the in¬ 
crease were the lower effective tax 
rate, as explained above; the $2.4 mil¬ 
lion operating income in the Chemicals 
Division, compared to a loss of $8.1 
million the previousyear; and improved 
earnings in the international grocery 
business. Fiscal 1977 net income in¬ 
creased 27 percent from the prior year 
and included a $1.2 million credit re¬ 
sulting from the adoption of the pro¬ 
visions of Financial Accounting 
Standards Board Statement No. 8. 
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Capital Expenditures. Fiscal 1978 
capital expenditures were $89.5 mil¬ 
lion, up 24 percent from fiscal 1977. The 
financial statement note on page 45 
shows details of capital spending and 
depreciation expense by industry 
segment for both years. 

Capital Expenditures 

(millions of dollars) 

■ $ 89.5 

$72.0 


Dividends. The quarterly common 
share dividend was increased from 23 
cents to 26 cents a share, effective with 
the October 20,1977, payment. This 
was the eleventh consecutive year in 
which the common stock dividend was 
raised. 

Financing. During the year, Quaker 
completed the purchase of 1,035,000 
shares of its common stock at an aver¬ 
age price of $22.28 per share. These 
shares were purchased to replace the 
Treasury shares issued in connection 
with the conversion of the Company's 
preferred stock and for use in our Stock 
Option Plan, Employee Stock Award 
Plan and other general corporate 
purposes. 

The maturity of the Company's $135 
million revolving credit agreement was 
extended another year to June 30,1983. 
The Company also has domestic bank 
lines of credit totalling $62 million. 

None of these $197 million in bank 
facilities is currently in use. Quaker's 
non-U.S. subsidiaries have credit facili¬ 
ties totalling $108 million and at June 
30, 1978, $59 million of these facilities 
were not being used. 


In fiscal 1977, the Company called for 
the redemption of all its outstanding 
shares of $3 Cumulative Convertible 
Preferred Stock. Of the outstanding 
shares, 46 percent were converted to 
common stock and the balance was re¬ 
deemed for cash of about $4.5 million. 
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Consolidated Statement of Income 

The Quaker Oats Company and Subsidiaries 


Millions of Dollars Except Share Data 


Year Ended June 30 

1978 

1977 

Net Sales 

$1,685.6 

$1,551.3 

Cost of goods sold 

1,147.6 

1,071.9 

Gross profit 

538.0 

479.4 

Selling, general and administrative expenses 

378.5 

330.8 

Interest expense — net 

13.8 

12.9 

Other expenses 

9.1 

.5 

Income Before Income Taxes 

136.6 

135.2 

Provision for income taxes 

63.0 

67.6 

Net Income 

73.6 

67.6 

Preferred and preference dividends 

4.8 

5.2 

Net Income Available for Common 

$ 68.8 

$ 62.4 

Per Common Share: 



Net income 

$3.34 

$3.01 

Dividends declared 

$1.04 

$ .92 

Average Common Shares Outstanding 

20,623,401 

20,762,440 


See accompanying notes to consolidated financial statements. 
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Consolidated Balance Sheet 

The Quaker Oats Company and Subsidiaries 


Assets 

Millions of Dollars 

June 30 

1978 

1977 

Current Assets: 

Cash and marketable securities 

$ 42.2 

$ 44.9 

Receivables (less allowances of $7.7 and 
$7.5, respectively) 

197.0 

174.3 

Inventories 

239.0 

228.8 

Prepaid expenses 

13.7 

11.7 

Current assets 

491.9 

459.7 

Other Receivables and Investments 

16.6 

13.9 

Property, Plant and Equipment, at cost: 

Land 

10.2 

8.7 

Buildings and improvements 

205.7 

165.2 

Machinery and equipment 

427.5 

394.7 


643.4 

568.6 

Less accumulated depreciation 

185.4 

161.9 


Properties-net 


458.0 


406.7 


Intangible Assets: 

Excess of cost over net assets of acquired businesses, 
less amortization 39.9 41.4 

Patents, trademarks and designs, less amortization _ 2.4 2.6 

$1,008.8 $924.3 


See accompanying notes to consolidated financial statements. 
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Millions of Dollars 


Liabilities and Shareholders' Equity 


June 30 

1978 

1977 

Current Liabilities: 

Short-term debt 

$ 91.9 

$ 62.1 

Current portion of long-term debt 

.9 

2.4 

Accounts payable and accrued expenses 

155.4 

138.9 

Income taxes payable 

14.2 

17.1 

Dividends payable 

6.4 

6.0 

Current liabilities 

268.8 

226.5 

Long-term Debt 

159.4 

151.8 

Other Liabilities 

12.7 

13.4 

Deferred Income Taxes 

71.1 

61.2 

Shareholders' Equity: 

Preference stock, without par value, $100 stated value, 

$9.56 cumulative, authorized 1,500,000 shares; 
issued 500,000 shares 

50.0 

50.0 

Common stock, $5 par value, authorized 35,000,000 shares; 

issued 20,997,349 

105.0 

105.0 

Additional paid-in capital 

22.8 

23.0 

Reinvested earnings 

342.3 

294.9 

Less treasury common stock, at cost 

520.1 

23.3 

472.9 

1.5 

Shareholders' equity 

496.8 

471.4 


$1,008.8 

$924.3 
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Consolidated Statement of Shareholders' Equity 

The Quaker Oats Company and Subsidiaries 


Millions of Dollars 


Pre¬ 

ferred 

Stock 

Pref¬ 

erence 

Stock 

Additional 
Common Paid-In 

Stock Capital 

Treasury 
Reinvested Common 
Earnings Stock 

Balance at June 30,1976 

$7.1 

$50.0 

$104.9 

$23.2 

$252.2 

$5.6 

Net Income 





67.6 


Dividends on — 







Preferred stock 





(.4) 


Preference stock 





(4.8) 


Common stock 





(19.1) 


Common stock issued for 







stock options and 







conversion of preferred 







stock 

(3.3) 


.1 

(.2) 


(4.1) 

Redemption of preferred 







stock 

(3.8) 




(.6) 


Balance at June 30,1977 

$- 

$50.0 

$105.0 

$23.0 

$294.9 

$1.5 

Net income 





73.6 


Dividends on — 







Preference stock 





(4.8) 


Common stock 





(21.4) 


Common stock issued for 







stock options and 







stock awards 




(.2) 


(1.3) 

Treasury shares acquired 






23.1 

Balance at June 30,1978 

$- 

$50.0 

$105.0 

$22.8 

$342.3 

$23.3 


See accompanying notes to consolidated financial statements. 

















Consolidated Statement of Changes in Financial Position 

The Quaker Oats Company and Subsidiaries 

Millions of Dollars 

Year Ended June 30 

1978 

1977 

Sources of Funds: 



Operations 



Net income 

$ 73.6 

$ 67.6 

Depreciation and amortization 

39.8 

35.3 

Deferred income taxes 

9.9 

11.5 

Total from operations 

123.3 

114.4 

Increase in short-term debt 

29.8 

15.9 

Increase in accounts payable and accrued expenses 

16.5 

16.7 

Proceeds from new long-term debt 

13.8 

6.9 

Sales of properties —other 

1.0 

5.8 

Total funds provided 

184.4 

159.7 

Uses of Funds: 



Additions to properties 

89.5 

72.0 

Cash dividends 

26.2 

24.3 

Increase in receivables 

22.7 

35.1 

Increase (decrease) in treasury stock 

21.8 

(4.1) 

Increase in inventories 

10.2 

30.6 

Decrease in long-term debt 

6.2 

3.8 

Decrease in income taxes payable 

2.9 

16.1 

Increase in other receivables and investments 

2.7 

.3 

Decrease in other long-term liabilities 

.7 

2.1 

Excess of cost over net current assets of acquired 



businesses 

.6 

3.1 

Redemption of preferred stock 

— 

4.4 

Other decrease — net 

3.6 

5.0 

Total funds used 

187.1 

192.7 

Net (decrease) in cash and marketable securities 

$ (2.7) 

$ (33.0) 

See accompanying notes to consolidated financial statements. 
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Sales and Operating Income by Industry Segment 

The Quaker Oats Company and Subsidiaries 

Year Ended June 30 


1978 



Sales 

Operating 

Income 

Sales 

U.S. Grocery Products 

$ 746.8 

$ 86.1 

$ 713.9 

International Grocery Products 

397.1 

27.0 

356.3 

Toys and Crafts 

Fisher-Price and Needlecraft 

Marx Operations / Sold 

276.5 

33.1 

243.8 

Total 

276.5 

33.1 

243.8 

Chemicals 

112.5 

2.4 

108.6 

Institutional Foods and Restaurants 

152.7 

10.3 

128.7 

Total Sales/Operating Income 

$1,685.6 

158.9 

$1,551.3 

Less: General Corporate Expenses 


8.5 


Interest Expense —net 


13.8 


Income Before Income Taxes 


$136.6 


Memo 

Sales and Operating Income Per Above 

$1,685.6 

$158.9 

$1,551.3 

Marx Operations Sold 

— 

— 

— 

Existing Businesses 

$1,685.6 

$158.9 

$1,551.3 

*Prior years' amounts have been reclassified to conform with Financial Accounting Standards Board 
Statement No. 14, Financial Reporting for Segments of a Business Enterprise. 
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Millions of Dollars 


1977 


1976 


1975 


1974 

Operating 

Income 

Sales 

Operating 

Income 

Sales 

Operating 

Income 1 

Sales 

Operating 

Income 

| $ 93.4 

$ 680.4 

$ 90.0 

$ 666.1 

$ 51.0 

$ 569.1 

$ 49.5 

23.6 

336.0 

22.9 

293.5 

15.5 

256.8 

17.6 

35.8 

204.7 

42.8 

29.7 

(35.1) 

179.2 

64.3 

17.1 

(12.9) 

192.5 

77.6 

24.5 

1.2 

35.8 

247.5 

(5.4) 

243.5 

4.2 

270.1 

25.7 

(8.1) 

104.3 

12.4 

97.2 

22.3 

70.7 

8.6 

| 11.5 

104.8 

12.6 

88.7 

6.5 

60.6 

1.7 

156.2 

$1,473.0 

132.5 

$1,389.0 

99.5 

$1,227.3 

103.1 

8.1 


8.2 


5.8 


5.5 

| 12.9 


13.4 


26.4 


21.1 

$135.2 


$110.9 


$ 67.3 


$ 76.5 

I $156.2 

$1,473.0 

$132.5 

$1,389.0 

$ 99.5 

$1,227.3 

$103.1 

I - 

42.8 

(35.1) 

64.3 

(12.9) 

77.6 

1.2 

| $156.2 

$1,430.2 

$167.6 

$1,324.7 

$112.4 

$1,149.7 

$101.9 
















Notes to Consolidated Financial Statements 

The Quaker Oats Company and Subsidiaries 

Summary of Significant Accounting Policies 

Consolidation. The consolidated financial statements include 
The Quaker Oats Company and all subsidiaries. All significant 
intercompany transactions have been eliminated. 

Currency Translation. The Company translates non-U.S. 
currency transactions and financial statements in accordance with 
the provisions of Financial Accounting Standards Board State¬ 
ment No. 8. 

Intangibles. Excess of cost over net assets of acquired busi¬ 
nesses, including $26.4 million related to acquisitions prior to 
November 1,1970 (principally Fisher-Price Toys, Inc.), represents 
the amounts paid in excess of the fair values of the net assets of 
such businesses, less amortization. Such costs are considered to 
represent continuing values and are adjusted if reduction of the 
continuing values of underlying businesses is indicated. All such 
costs resulting from acquisitions after October 31,1970, are 
amortized over periods not in excess of 20 years. Amortization for 
1978 and 1977 was $1.9 million and $1.5 million, respectively. 

Costs incurred in acquiring patents, trademarks and designs 
are amortized on a straight-line basis over their estimated useful 
lives. Amortization for both 1978 and 1977 was $.3 million. 

Inventories. Inventories are priced at the lower of cost or 
market (using a first-in, first-out method for restaurants, crafts, 
and international toys; last-in, first-out for domestic chemicals 
and toys; and average quarterly cost for other inventories). At 
June 30,1978,62 percent of the inventories are priced at average 
quarterly cost, 17 percent at FIFO, and 21 percent at LIFO. At June 
30,1977,65 percent of the inventories were priced using average 
quarterly cost, 14 percent using FIFO, and 21 percent using LIFO. 
Inventories used in computing costs of goods sold are summa¬ 
rized in the following table: 


Millions of Dollars 


1978 

1977 

1976 

Finished goods 

Grain and materials 

Supplies 

$148.0 

76.5 

14.5 

$143.9 

70.8 

14.1 

$116.9 

70.3 

11.0 


$239.0 

$228.8 

$198.2 


If the LIFO method of valuing certain inventories were not used, 
total inventories would have been $7 million and $4.5 million 
higher than reported at June 30,1978 and 1977, respectively. 
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Depreciation and Properties. Depreciation is computed 
using the straight-line method, which is designed to recover the 
cost of the properties over their estimated useful lives. Deprecia¬ 
tion expense for 1978 and 1977 was $37.6 million and $33.5 mil¬ 
lion, respectively. The rates used were: 

Buildings and improvements 2% to 10% 

Machinery and equipment 5%to25% 

Automobiles and trucks 20% to 33% 

Miscellaneous equipment, office furniture and fixtures 6% to 25% 

The composite method is used for depreciation, and only 
abnormal gains and losses on sales or abandonments of property 
are included in current income. 

Maintenance and repairs, which are charged to expense as 
incurred, were $38.6 million in 1978, and $41.9 million in 1977. 
Significant replacements and betterments are capitalized. 

Research and Development. Research and development 
expenditures are expensed as incurred. During 1978 and 1977, 
these expenses were $21.2 million and $19.3 million, respectively. 

Advertising. Advertising expenditures are charged to expense 
as incurred. Advertising media and production costs were $75.5 
million in 1978 and $60.3 million in 1977. 

Income Taxes. Deferred income taxes are provided on timing 
differences and result primarily from the use of accelerated 
depreciation methods for tax purposes. 

Investment tax credits are deferred and amortized over the 
estimated useful lives of the related assets. These deferred credits, 
which are included in the deferred income tax account, amounted 
to $14.7 million and $13 million at June 30,1978 and 1977, 
respectively. 

Except for minor amounts, no U.S. federal income taxes have 
been provided on the undistributed earnings of non-U.S. subsidi¬ 
aries, since they are expected to be permanently invested in 
those countries. Reinvested earnings of these non-U.S. subsidi¬ 
aries amounted to $97.4 million and $78.8 million at June 30, 

1978 and 1977, respectively. 

Pension Plans. The Company and its subsidiaries have various 
plans covering a majority of the employees. The provision for 
pensions charged to income each year is sufficient to cover 
normal costs of the plans and, for principal plans, amortization of 
prior-service costs over 30 years. Pension costs are funded cur¬ 
rently, and the pension funds are in excess of the actuarially 
computed value of vested benefits. The total actuarial liability at 
June 30,1978, is approximately $45 million in excess of the 
actuarial value of the assets. Pension expense was $12.9 million 
in 1978 and $10.5 million in 1977. 

IMet Income Per Common Share. Net income per common 
share is based on the weighted average number of common 
shares outstanding. Dilution, which would result from the exer¬ 
cise of stock options outstanding, is not significant. 
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Cash and Marketable Securities 


Millions of Dollars 



1978 

1977 

Cash 

$ 5.2 

$ 3.0 

Time deposits and certificates of deposit* 

34.9 

38.8 

Marketable securities* 

2.1 

3.1 


$ 42.2 

$44.9 

*At cost, which approximates market 



Accounts Receivable Reserves 


Millions of Dollars 


1978 

1977 

Balance at beginning of year 

$ 7.5 

$ 6.6 

Provision for doubtful accounts 

1.8 

.3 

Provision for discounts and allowances 

4.0 

5.3 

Write-offs of doubtful accounts —net of 
recoveries 

(. 9 ) 

(.7) 

Discounts and allowances taken 

( 4 . 7 ) 

(4.0) 

Balance at end of year 

$ 7.7 

$ 7.5 

Short-Term Debt 


Millions of Dollars 


1978 

1977 

Notes payable to banks- 

Non-U.S. subsidiaries 

$ 49.1 

$41.0 

Commercial paper- 
Dealer placed 

21.3 

_ 

Master trust notes 

21.5 

21.1 


$ 91.9 

$62.1 

Weighted average interest rates on debt 
outstanding at end of year— 

Notes payable to banks— non-U.S. 

13 . 8 % 

14.1% 

Commercial paper 

7 . 7 % 

5.5% 

Weighted average interest rates on debt 
outstanding during the year— 

Notes payable to banks — non-U.S. 

(computed on month-end balances) 

13 . 3 % 

16.2% 

Commercial paper (computed on daily balances) 

6 . 9 % 

5.4% 

Weighted average amount of debt 
outstanding during the year 

$ 73.5 

$54.4 

Maximum month-end balance during the year 

$ 91.9 

$64.6 
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Credit Facilities 

The Company has a revolving credit agreement, none of which 
has been utilized, that provides for $135 million in either domestic 
or Eurodollar borrowings at the Company's option and expires 
June 30,1983. The agreement requires an annual commitment 
fee of Vz of 1% for any unused portion. 

The Company, in addition to the unused $135 million revolv¬ 
ing credit agreement, has $62 million available in unused 
domestic bank lines of credit to meet general corporate purposes. 
The Company's non-U.S. subsidiaries had additional unused lines 
of credit of approximately $59 million at June 30,1978. 

The Company has informal arrangements with certain banks to 
maintain balances in compensation for credit facilities. These 
compensating balance arrangements, which approximated 
$5.2 million at June 30,1978, are based on the average annual 
amount on deposit according to bank records and impose no 
restrictions upon the Company's withdrawal of funds. At certain 
other banks, compensation for credit facilities is on a fee basis. 


Accounts Payable and Accrued Expenses 

Millions of Dollars 



1978 

1977 

Accounts payable 

S 74.2 

$ 64.2 

Taxes payable, not based on income 

8.5 

8.2 

Payrolls, pensions and bonuses 

40.4 

34.6 

Interest 

3.6 

3.2 

Consumer couponing 

13.3 

15.8 

Miscellaneous 

15.4 

12.9 


$ 155.4 

$138.9 
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Long-Term Debt 


Millions of Dollars 



1978 

1977 

Industrial revenue bonds due from 2002 through 

2008 at rates ranging from 6 % to 6 V 8 % 

$ 9.1 

$ 4.6 

8 %% industrial revenue bonds payable 
annually through 2002 

8.4 

_ 

Solid waste disposal revenue bonds — 

5V 2 % bonds due 1991 

3.0 

3.0 

6 V 2 % bonds due annually from 2000 
through 2006 

12.0 

12.0 

7.70% sinking fund debentures, $ 1.8 million due 
annually through 2001 (net of $3.6 million and 
$1.4 million held at June 30,1978 and 

1977, respectively) 

42.8 

46.8 

7.80% notes, $3.7 million due annually from 1980 
through 1989 and $3.8 million due annually from 

1990 through 1994 

56.0 

56.0 

8 %% note, $1.7 million due annually from 1980 
through 1994 

25.0 

25.0 

Capitalized lease obligations 

2.1 

1.8 

Obligations of non-U.S. subsidiaries 

1.9 

5.0 


160.3 

154.2 

Less: Current portion 

.9 

2.4 


$ 159.4 

$151.8 


Aggregate required payments for 1979 through 1983 on long¬ 
term debt are: $.9 million, $4.3 million, $7.7 million, $7.8 million 
and $7.7 million, respectively. 

Under the most restrictive terms of the various loan agreements 
in effect at June 30,1978, $176.4 million of reinvested earnings is 
not available for payment of cash dividends and/or certain other 
distributions to preference and common shareholders, and mini¬ 
mum working capital of $175 million must be maintained. 
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Capital Stock 

Changes in shares of capital stock follow: 



Pre¬ 

ferred 

Stock 

Pref¬ 

erence 

Stock 

Common 

Stock 

Treasury 

Common 

Stock 

Balance at June 30,1976 
Common stock issued for stock 
options, stock awards and 

141,821 

500,000 

20,979,469 

249,914 

conversions of preferred stock 
Preferred stock redemption 

(65,039) 

(76,782) 


17,880 

(182,249) 

Balance at June 30,1977 

Common stock issued for 
stock options and stock awards 
Shares acquired 


500,000 

20,997,349 

67,665 

(60,209) 

1,035,000 

Balance at June 30, 1978 

- 

500,000 

20,997,349 

1,042,456 


In June, 1977, the Company redeemed the outstanding $3 
cumulative preferred shares at $58 per share plus accrued divi¬ 
dends. Prior to redemption, each of these shares had been con¬ 
vertible at the holder's option into 2.475 shares of common stock. 

The $9.56 cumulative preference stock is redeemable, at the 
option of the Company, in whole or in part at prices decreasing 
from $109.56 per share currently to $100 after July 19, 2000, ex¬ 
cept that until July 20,1980, such redemption cannot be made 
from the proceeds of indebtedness or the issuance of stock other 
than common stock having a cost of less than 9.56%. Each year, 
commencing on July 20,1981, the Company must make payments 
to a sinking fund in an amount adequate to retire a minimum of 
20,000 shares (maximum 40,000 shares) of preference stock at 
$100 per share, plus accrued dividends. 

The repurchase in fiscal 1978 of 1,035,000 common shares, 
as authorized, was completed during the year, at an average price 
of $22.28 per share for use in the Stock Option Plan, the Employee 
Stock Award Plan and other general corporate purposes. 

Employees Stock Option and Award Plans 

On November 10,1976, the Company's Stock Option Plan was 
amended to increase the number of shares that can be issued to 
1,500,000, either from unissued or treasury shares, and also to 
provide for the granting of stock appreciation rights. Eligible 
officers and other managerial employees may be granted options 
for the purchase of common stock at not less than the fair market 
value at the date of grant. Options are generally exercisable after 
one or more years and expire no later than ten years from date of 
grant. No options may be granted after September 10,1981. 


39 












Changes in stock options outstanding are summarized as follows: 


Millions of Dollars Except Share Data 



Shares 

Option Price 
Per Share 

Total 

Outstanding at June 30,1976 

Granted 

Exercised 

Expired or Terminated 

763,838 

216,335 

(35,567) 

(174,504) 

$13.13-42.82 

23.44-25.25 

15.06 

15.06-42.82 

$19.4 

5.1 

(.5) 

(5.4) 

Outstanding at June 30,1977 

Granted 

Exercised 

Expired or Terminated 

770,102 
219,470 
(53,549) 
(145,495) 

13.13-42.82 

21.44 

15.06-23.44 

15.06-42.82 

18.6 

4.7 

(.8) 

(5.5) 

Outstanding at June 30,1978 

790,528 

$13.13-31.00 

$17.0 


The fair market value per share at the date on which options 
were exercised ranged from $20.44 to $25.81 in 1978 and from 
$21.19 to $27.56 in 1977, and the total market values of those 
options at the same dates were $1.2 million and $.8 million, re¬ 
spectively. During 1978, options to purchase 205,589 shares at 
prices from $13.13 to $25.19 became exercisable at an aggregate 
option price of $3.6 million. The market value per share at the 
exercisable date ranged from $22.50 to $22.88, and aggregated 
$4.6 million. At June 30,1978, 581,742 shares were available for 
the granting of additional options. During 1977, options to pur¬ 
chase 169,930 shares at prices from $13.13 to $31.00 became 
exercisable at an aggregate option price of $3.5 million. The mar¬ 
ket value per share at the exercisable date ranged from $23.44 to 
$25.88, and aggregated $4 million. At June 30,1977, 655,717 
shares were available for the granting of additional options. 

Included in the outstanding stock options at June 30,1978, are 
stock appreciation rights for 80,590 shares. The exercise of these 
stock appreciation rights would accordingly reduce the outstand¬ 
ing stock options. Expense of $.2 million was recognized in fiscal 
1978 and none in fiscal 1977 in connection with these rights. There 
were no stock appreciation rights exercised in fiscal 1978 or 1977. 

In 1977, an Employee Stock Award Plan was approved by the 
shareholders. The plan provides that all domestic and certain 
non-U.S. employees will receive five shares of common stock if 
they complete five years of service prior to January 1,1982. The 
maximum number of shares that may be awarded is 60,000. 
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Management Incentive Plans 

The principal management incentive plan provides that an 
annual bonus be paid out of earnings to certain managerial em¬ 
ployees, as determined by a committee of directors of the Com¬ 
pany who do not participate in the plan. Other plans are in effect 
in certain non-U.S. and domestic subsidiaries; the provision for 
these other plans amounted to approximately 28 percent of the 
consolidated provision for 1978. The provision for all plans was 
$4.2 million in 1978 and $3.6 million in 1977. 

Leases 

The Company accounts for leases in accordance with Financial 
Accounting Standards Board Statement No. 13. As the provisions 
of this statement have no material effect on financial position and 
net earnings, financial statements for prior years have not been 
restated. The present value of future payments under all capital 
leases is not significant. 

Certain equipment and operating properties are rented under 
non-cancellable operating leases that expire at various dates 
through 2062. Subleases are not significant. 

Total rental expense under these operating leases for 1978 and 
1977 was; 


Millions of Dollars 


Minimum rentals (including restaurant rentals 
of $3 million in 1978 and $1.9 million in 1977) 
Contingent rentals based on restaurant sales 

1978 1977 

$18.5 $16.1 

.7 .7 

$19.2 $16.8 

The following is a schedule of future minimum annual rentals on 

non-cancellable operating leases in effect at June 30,1978: 


Millions of Dollars 


Total Payments 


(Primarily for 


Leased Buildings) 

1979 

$10.6 

1980 

8.9 

1981 

8.1 

1982 

7.2 

1983 

6.9 

1984-1988 

22.4 

1989-1993 

.5 

1994-1998 

.4 

Thereafter 

2.7 
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Provision for Other Taxes (not based on income) 


Millions of Dollars 


1978 

1977 

Real estate and personal property 

$ 5.3 

$ 5.1 

Payroll 

25.4 

22.1 

Other 

6.9 

6.4 


$ 37.6 

$33.6 

Interest Expense — Net 

Millions of Dollars 


1978 

1977 

Interest expense on long-term debt 

$ 12.5 

$11.8 

Interest expense —other 

7.9 

6.6 

Interest income on marketable securities, including 



time deposits and certificates of deposit 

( 4 . 8 ) 

(4.2) 

Interest income-other 

( 1 - 8 ) 

(1.3) 


$ 13.8 

$12.9 

Other Expenses 

Millions of Dollars 


1978 

1977 

Commitment fees for credit facilities 

$ .7 

$ .5 

Net exchange and translation (gain)/loss 

4.4 

(3.7) 

Amortization of intangibles 

2.0 

1.6 

Miscellaneous —net 

2.0 

2.1 


$ 9.1 

$ .5 


The 1977 exchange and translation amount included a $1.2 
million credit related to the adoption, effective July 1,1976, of the 
provisions of F.A.S.B. Statement No. 8. As required by this State¬ 
ment, inventories included in the computation of cost of goods 
sold are translated at exchange rates in effect at the time of acqui¬ 
sition rather than the previous methods of using current average 
exchange rates. The effect of this change in 1978 was to credit 
cost of goods sold for approximately $3.6 million, while the effect 
in 1977 was to charge cost of goods sold with $7 million. Under 
previous accounting rules, these amounts would have been 
recorded as translation gains and losses, respectively. The sum of 
the pre-tax exchange and balance sheet translation gains and 
losses included in this category, plus the amount included in cost 
of goods sold results in a loss of $.8 million in 1978 compared to 
a loss of $3.3 million in 1977. 
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Provision for Income Taxes 


Millions of Dollars 




1978 

1977 

Currently payable— 

Federal 


$39.3 

$36.4 

State 


4.6 

5.6 

Non-U.S. 


9.2 

14.0 

Deferred - (primarily federal taxes related to 

depreciation) 


8.2 

9.9 

Deferred investment tax credit - net 


1.7 

1.7 



$63.0 

$67.6 


The provision for income taxes varied from the "expected" tax 
expense computed to 48% of income before income taxes, 
as follows: 


Millions of Dollars 




1978 


1977 


Amount 

% of Pretax 
Income 

Amount 

% of Pretax 
Income 

Computed "expected" 

tax 




expense 

$65.6 

48.0% 

$64.9 

48.0% 

State and local income 
taxes, net of federal 

income tax benefit 

2.8 

2.1 

3.4 

2.5 

Non-U.S. tax rate 

differential 

(4.9) 

(3.6) 

(.7) 

(.5) 

Miscellaneous items — 

net (.5) 

(4) 

— 


Actual tax expense 

$63.0 

46.1% 

$67.6 

50.0% 


Changes in government regulations in two countries outside 
the U.S., which had a favorable effect on our tax situation, and 
the impact of non-taxable balance sheet translation gains, were 
the principal reasons for the lower effective income tax rate in 
both the fourth quarter and fiscal year of 1978 compared to the 
fourth quarter and fiscal year of 1977. 
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Quarterly Financial Data (Unaudited) 


Year Ended June 30 Millions of Dollars Except Share Data 



First 

Second 

Third 

Fourth 

Full 

Quarter 

Quarter 

Quarter 

Quarter 

Fiscal 

1978 (Sept. 30) 

(Dec. 31) 

(Mar. 31) 

(June 30) 

Year 

Net sales 

$413.8 

$441.2 

$412.1 

$418.5 

$1,685.6 

Cost of goods sold 

281.3 

295.6 

279.1 

291.6 

1,147.6 

Gross profit 

$132.5 

$145.6 

$133.0 

$126.9 

$ 538.0 

Net income 

$16.4 

$15.2 

$21.2 

$20.8 

$73.6 

Preference dividends 

1.2 

1.2 

1.2 

1.2 

4.8 

Net income available 






for common 

$15.2 

$14.0 

$20.0 

$19.6 

$68.8 

Income per common share 

.73 

.67 

.97 

.97 

3.34 

Cash dividends declared 






per common share 

.26 

.26 

.26 

.26 

1.04 

Market price range per 






common share 

23%- 

23%- 

23V2- 

26- 

26- 


20 

20 7 /a 

20% 

20% 

20 

1977 






Net sales 

$394.1 

$397.1 

$383.6 

$376.5 

$1,551.3 

Cost of goods sold 

268.1 

273.6 

260.3 

269.9 

1,071.9 

Gross profit 

$126.0 

$123.5 

$123.3 

$106.6 

$ 479.4 

Net income 

$25.0 

$16.1 

$15.9 

$10.6 

$67.6 

Preferred and preference 






dividends 

1.3 

1.3 

1.3 

1.3 

5.2 

Net income available 






for common 

$23.7 

$14.8 

$14.6 

$ 9.3 

$62.4 

Income per common share 

1.14 

.72 

.70 

.45 

3.01 

Cash dividends declared 






per common share 

.23 

.23 

.23 

.23 

.92 

Market price range per 






common share 

27 %- 

26%- 

26%- 

24Va- 

27 %- 


22V4 

20% 

21% 

21% 

20% 
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Industry Segment Information 

The Company's operations have been classified into the follow¬ 
ing five industry segments: United States Grocery Products, 
International Grocery Products, Toys and Crafts, Chemicals, and 
Institutional Foods and Restaurants. 

Five-year Sales and Operating Income with respect to the vari¬ 
ous industry segments in which the Company operates are set 
forth on pages 32-33, which are incorporated herein by reference. 
Sales between industry segments were not material and are not 
separately set forth. Operating income is total revenue less oper¬ 
ating expenses. In computing operating income, none of the fol¬ 
lowing has been deducted from revenues: general corporate 
expenses, interest expense and income taxes. 

Information with respect to identifiable assets, capital expendi¬ 
tures and depreciation charges for each industry segment is sum¬ 
marized in the following table. Corporate assets are principally 
cash and marketable securities. 


Millions of Dollars 



Identifiable 

Assets 

1978 1977 

Capital 
Expenditures 
1978 1977 

Depreciation & 
Amortization 
1978 1977 

U.S. Grocery Products 

S 327.0 

$302.8 

$39.2 

$26.3 

$17.4 

$15.6 

Int'l. Grocery Products 

194.4 

160.2 

17.0 

12.2 

6.9 

6.3 

Toys & Crafts 

231.9 

206.3 

13.5 

8.7 

7.0 

6.2 

Chemicals 

130.6 

139.3 

5.7 

10.4 

4.6 

4.5 

Inst. Foods & Restaurants 

66.6 

53.7 

14.1 

14.4 

3.9 

2.7 

Corporate 

58.3 

62.0 

— 

_ 

_ 

_ 

Total Consolidated 

$1,008.8 

$924.3 

$89.5 

$72.0 

$39.8 

$35.3 


Geographic Area Segment Information 

The Company operates principally in four geographic areas: 
United States, Canada, Europe, and Latin America and Pacific. 
Information with respect to sales, operating income and identi¬ 
fiable assets by geographic area is summarized in the following 
table. Net sales by geographic areas consists entirely of sales to 
unaffiliated customers. Inter-segment sales are not significant. 

_ Millions of Dollars 

Operating Identifiable 

Sales Income Assets 



1978 

1977 

1978 

1977 

1978 

1977 

United States 

$1,166.1 

$1,093.4 

$118.3 $117.4 

$ 670.7 $619.6 

Canada 

110.2 

109.0 

5.3 

5.9 

40.1 

39.0 

Europe 

265.7 

222.7 

18.7 

19.8 

153.4 

137.1 

Latin America & Pacific 143.6 

126.2 

16.6 

13.1 

86.3 

66.6 

Corporate 

— 

— 

— 

_ 

58.3 

62.0 

Total 

$1,685.6 $1,551.3 

$158.9 $156.2 

$1,008.8 $924.3 
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Replacement Cost Data (Unaudited) 

The Company's operations have been subject to varying 
degrees of inflation in the countries in which it conducts business. 
Historically, the Company has been able to compensate for the 
effects of inflationary pressure through operating efficiencies and 
adjustments in selling prices. 

Because of the cumulative impact of inflation, the replacement 
of existing buildings, machinery and equipment at current prices 
would require expenditures greater than incurred in the past. 
Related depreciation expense would increase. Due to the rapid 
turnover of inventories, the replacement cost of products sold 
would approximate the amount reported in the accompanying 
income statement. 

Further information with respect to the estimated replacement 
cost of productive capacity and inventories at June 30,1978 and 
1977, and the related estimated effect of such costs on deprecia¬ 
tion expense and cost of goods sold for the year then ended are 
included in the Company's annual report to the Securities and 
Exchange Commission on Form 10-K. 

Litigation 

On February 24,1978, a Federal Trade Commission Administra¬ 
tive Law Judge dismissed the Company from the shared monopoly 
proceeding initiated in 1972 against the Company and three other 
ready-to-eat cereal manufacturers. 
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Auditors' Report 


To the Shareholders of The Quaker Oats Company: 

We have examined the consolidated balance sheet of The 
Quaker Oats Company (a New Jersey corporation) and Subsidi¬ 
aries as of June 30,1977, and June 30,1978, and the related 
consolidated statements of income, shareholders' equity and 
changes in financial position for the years then ended. Our 
examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we 
considered necessary in the circumstances. 

In our opinion, the accompanying consolidated financial state¬ 
ments present fairly the financial position of The Quaker Oats 
Company and Subsidiaries as of June 30,1977, and June 30, 
1978, and the results of their operations and the changes in their 
financial position for the years then ended, in conformity with 
generally accepted accounting principles consistently applied 
during the periods. 

Arthur Andersen & Co. 

Chicago, Illinois 
August 17,1978 
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Shareholder Services. The Share¬ 
holder Services Department is prepared 
to assist you on any matters concerning 
your Quaker common or preference 
stock. Please write: Shareholder Ser¬ 
vices, The Quaker Oats Company, 
Merchandise Mart Plaza, Chicago, 
Illinois 60654, or telephone: 
(312)222-6751. 

Dividend Reinvestment. Owners of 
Quaker common stock may use the 
Company's Shareholder Investment 
Service to purchase additional shares 
through automatic dividend reinvest¬ 
ment and/or voluntary cash invest¬ 
ments. There are no service and broker¬ 
age charges. For more information, 
please contact the Shareholder 
Services Department. 

Form 10-K.A copy of the annual 
report to the Securities and Exchange 
Commission on Form 10-K may be ob¬ 
tained from the Company at no charge. 
Please call or write the Shareholder 
Services Department. 

Annual Meeting. All shareholders 
are encouraged to attend the annual 
meeting, which will be held on 
Wednesday, November8,1978, at the 
First Chicago Center, Plaza level, The 
First National Bank of Chicago, Dearborn 
and Monroe Streets, Chicago, Illinois. 
The meeting will begin promptly at 
9:30 a.m. A formal notice of the meeting 
and all proxy materials will be mailed 
early in October. At the same time, 
proxies will be solicited by management. 
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Corporate Headquarters 

Merchandise Mart Plaza 
Chicago, Illinois 60654 

U.S. Transfer Agent and Registrar 

The First National Bank of Chicago 
One First National Plaza 
Chicago, Illinois 60670 

Canadian Transfer Agent 

National Trust Company, Limited 
21 King Street East, Toronto, Ontario 

Canadian Registrar 

Crown Trust Company 

302 Bay Street, Toronto, Ontario 

Dividend Disbursing Agent 

The First National Bank of Chicago 

Shareholder Investment Service 

The First National Bank of Chicago 

Auditors 

Arthur Andersen & Co. 

69 West Washington Street 
Chicago, Illinois 60602 
(312)346-6262 

Shares Listed 

New York Stock Exchange 
Midwest Stock Exchange 
Pacific Coast Stock Exchange 
The Toronto Stock Exchange 
The Stock Exchange, London 
Amsterdam Stock Exchange 
Ticker Symbol: OAT 
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